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Another great advantage of Bitcoin over conventional currencies is the low fees associated with transactions. Currently, Bitcoin payments are associated with little or no fees.
Merchant processors that help merchants in processing transactions by converting Bitcoins to fiat currency are offered at lower fees than PayPal and credit card networks. 15 Also, unlike credit cards, Bitcoin does not risk "late fees, interested [sic] charges, foreign transaction fees and effects on [a user's] credit score." 16 Additionally, Bitcoin is great for merchants because it saves money. Coinbase, a transaction process service provider, allows the first $1 million to be free, followed by a 1% fee on all transactions thereafter, compared to the 3-4% transaction fee for credit cards.
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While Bitcoin offers many advantages, the digital currency also has several noteworthy disadvantages. The irreversibility of bitcoins provides no recourse for victims and there is no liability protection available for users. 18 If a server has been hacked, a user accidentally deleted bitcoins, or a virus destroyed bitcoins, then the user would most likely have to absorb the loss.
Furthermore, the total value of bitcoins is still very volatile, due to the fact that Bitcoin is currently a relatively small market and it does not take "significant amounts of money to move the market price up or down." 19 Since Bitcoin does not have a central bank, its value cannot be stabilized. Please see the graph on the next page for the change in Bitcoin price from 2013 to 2014.
15 "Frequently Asked Questions," Bitcoin, accessed September 7, 2014, https://bitcoin.org/en/faq#what-is-bitcoin.
16 Adamowsky, Eric, "Bitcoin: The Pros and Cons for Consumers and Merchants," Yahoo Finance, March 2, 2014, accessed October 23, 2014 , http://finance.yahoo.com/news/bitcoin-pros-cons-consumers-merchants-140041526.html.
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As more businesses and customers accept and use Bitcoin, the volatility of Bitcoin's price will stabilize. Currently, many people are still unaware of Bitcoin, and people who are aware of Bitcoin do not necessarily understand it enough to use it. While the number of businesses accepting bitcoins is growing, it is still small compared to the number of businesses accepting physical currencies, thus not completely benefitting from network effects yet. 20 Currently, Bitcoin has no inherent value because no one really uses it as a replacement for cash to purchase products. 21 However, Bitcoin is still in its infancy and in active development, so it possesses risk. This is another major disadvantage because there are vulnerabilities in the system and no insurance coverage is offered. In the first few weeks of 2015, the value of Bitcoin plummeted.
As demonstrated in the graph on the next page, the value of Bitcoin dropped 36% over a two-day period. are left with lost Bitcoins and physical cash that they will never get back.
While some are suspicious of Bitcoin as a Ponzi scheme, others defend Bitcoin and deny that it is a Ponzi scheme. The main argument is that "Bitcoin is a free software project with no central authority." 34 Since there is a lack of central authority, no one is in a position to deceive investors and organize the Ponzi scheme. Supporters of Bitcoin also believe that Bitcoin is similar to other major currencies in that its value changes freely, resulting in volatility. The only difference, according to Bitcoin supporters, is that Bitcoin is based on mathematics.
Legal Regulation of Bitcoin
Whether or not Bitcoin is a Ponzi scheme, Bitcoin is currently a currency option and is being used by many people. Bitcoin transactions generally operate outside of the traditional banking system and are not associated with any government, thus challenging authorities to "use laws that were not designed for the digital world to combat illegal conduct," 35 The tax principles applied to property transactions can be complex. Before analyzing the effect of the IRS decision to treat convertible virtual currencies like Bitcoin as property, it is important to understand the tax treatment of property. Investment property is property that produces investment income. Common examples include stocks and bonds. The essence of the tax liability created by selling investment property is captured by calculating and reporting gains and losses. To calculate gains or losses on the sale of property, it is important to follow the three steps to reporting gains and losses. These steps are to calculate the realized gain or loss, figure out the recognized portion of the gain or loss, and characterize the recognized gain or loss as ordinary, capital, or IRC section 1231 property.
Calculating Realized Gain or Loss
Before calculating the amount realized from the sale of property, it is important to know the basis and fair market value (FMV). Generally, the basis of the property is equal to its cost, or the amount an individual pays in cash, debt obligations, or other property or services to purchase the property. 45 Under certain circumstances outlined by the IRS, individuals must use the FMV Adjustments are usually made after the basis of the property is determined, resulting in an adjusted basis. For example, the basis of stocks or bonds is usually the purchase price plus any costs and fees associated with the purchase. After a stock purchase, the basis must be adjusted for certain events, including the receipt of more stock from nontaxable stock dividends or stock splits and the receipt of nondividend distributions.
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Once the basis is determined and adjustments have been made, gain or loss on the sale of investment property is calculated by comparing the adjusted basis of the property with the amount realized from sale of the property. The amount realized is the amount received for the property less any sales expenses, including redemption fees and sales commissions. 49 Gains occur when the amount realized from a sale is greater than the adjusted basis of the property.
When the adjusted basis is greater than the amount realized, the difference is a loss. 
Determining Recognized Gain or Loss
Now that we have a realized gain or loss, we must determine if any portion of the realized gain or loss is recognized. Generally, gains or losses realized from sales are recognized for tax purposes. However, certain exchanges are not recognized, or nontaxable. A common example of this exception is a like-kind exchange, which is an exchange of property for the same kind of property.
Characterizing Recognized Gain or Loss
Finally, the third and last step to reporting gains and losses is to characterize the recognized gain or loss. The character of the gain or loss is important because it affects the taxpayer's tax liability. Recognized gains and losses must be classified as ordinary, capital, or section 1231 gains or losses. The treatment of a gain or loss may be classified as strictly capital or ordinary, or a combination of capital and ordinary, depending on the situation. The character of the gain or loss recognized depends on the character of the assets sold, the length of time the asset was used, and the holding period. Generally, a sale or trade of noncapital assets, or any assets created and used in a taxpayer's trade or business, results in ordinary gains or losses.
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Common examples of ordinary assets, also known as noncapital assets, include inventory, accounts or notes receivable, and copyrights. Ordinary gains are taxed at ordinary tax rates while ordinary losses are deducted against ordinary income.
Capital gains or losses result from sales of capital assets, which are assets held for investment and personal-use purposes. Examples of capital assets are stocks and bonds, cars, houses, household furnishings, gems and jewelry, coin or stamp collections, and gold, silver, and other metals. 51 Capital gains and losses must also be identified as either short-term or long-term, which is determined by a taxpayer's holding period for the property. The holding period of an investment property is the time between the date after the day the property was acquired and the day the property was disposed. 52 A holding period of more than one year indicates a long-term capital gain or loss, and a holding period of one year or less signifies a short-term capital gain or loss. For instance, if a taxpayer bought investment property on April 28, 2013 and sold it on April 28, 2014, then he has a short-term capital gain or loss since his holding period was not more than one year. If the taxpayer had sold his investment property on April 29, 2014, then he would report a long-term capital gain or loss since his holding period is more than one year.
Reporting capital gains and losses is different from reporting ordinary gains and losses.
The net short-term capital gain or loss is calculated by combining a taxpayer's total share of short-term capital gains or losses from "partnerships, S corporations, and fiduciaries, and any short-term capital loss carryover". 53 A taxpayer's total share of long-term capital gains or losses is also combined to generate the net long-term capital gain or loss. The net short-term capital gain or loss with the net long-term capital gain or loss determines the total net gain or loss. Net long-term capital gains are generally taxed at lower rates than that of other income. As of 2014, the maximum capital gain rates are 0%, 15%, 20%, 25%, and 28% (depending on the type of long-term capital gain property). 
Consequences of Notice 2014-21
Clearly, the tax treatment of property is complicated and regulated by many strict rules Additionally, the IRS states that normal compensation reporting rules apply to anyone receiving Bitcoin in return for services, including but not limited to independent contractors and Bitcoin miners. Bitcoin miners must report their earnings as taxable income and pay selfemployment tax, and those who mine as part of a business must pay payroll taxes. Furthermore, any "Bitcoin payments made by a business exceeding $600 in value-such as for rent, salaries, and wages-[is] subject to information reporting to the IRS and to the payee." 60 Notice 2014-21 makes it clear that taxpayers are subject to penalties for failure to comply with tax laws and that the notice applies to prior years.
61
The IRS determination to treat bitcoins like property rather than currency has resulted in numerous issues, including a reduction in the liquidity of bitcoins and in the number of In reality, the IRS will most likely have a difficult time enforcing their ruling on the Bitcoin community. Since Bitcoin is currency of the virtual world, it will be a challenge for the IRS to track down the identities of owners of digital wallets that exist in cyberspace. If the IRS cannot tie digital wallets to their owners in the physical world, then they will not be able to tax or impose penalties on individuals who owe Bitcoin taxes. Government agencies could force online Bitcoin exchanges to follow the tax rule that brokerages currently must follow, which is to submit information about clients to the IRS. 65 However, this is not likely because the IRS is already facing budget cuts and has limited resources. The real purpose of Notice 2014-21 is to warn businesses and large traders about income tax evasion. There are many wealthy individuals who are constantly seeking ways to dodge income tax, and Bitcoin is the latest creation that seemingly avoids taxes. To combat this assumption, the IRS has taken a public position that any means of income tax evasion has consequences.
While it appears that the IRS decision only casts negative shadows on the economy and the network of Bitcoin users, the ruling actually creates some advantages for taxpayers and 
Conclusion
Now that we have analyzed the various dimensions of Bitcoin, we conclude that it is more likely than not that the Supreme Court will rule that Bitcoin is investment property in cases involving Bitcoin. This conclusion is a result of analyzing all aspects of Bitcoin, weighing the pros and cons of treating Bitcoin as currency or as investment property, and looking at the treatment of Bitcoin in countries around the world. While Bitcoin's main selling point is its anonymity, it attracts fraud, theft, and other illegal activities. Despite the risky nature of Bitcoin, it is still being used as a form of currency. Consequentially, there must be regulation and the IRS's ruling provides initial guidance to taxpayers.
Deeming Bitcoin as investment property is most likely the correct choice because it is not "real currency" in the sense that it is a floating solution to a math equation in the unknown world of cyberspace. More importantly, there are no legitimate financial intermediaries that facilitate transactions and no government backs Bitcoin. The only advantage of identifying Bitcoin as currency is that transactions and tax reporting are easy processes for Bitcoin users. Labeling
Bitcoin, which has no legal tender status in any jurisdiction, as a foreign currency would mock existing currencies. In fact, if Bitcoin were classified as currency, then we would expect to accept all other nontraditional types of money as currency in the future. Bitcoin is more appropriately identified as investment property, comparable to stocks and bonds. While recording and reporting gains and losses daily on Bitcoin transactions are complicated and confusing for users, the capital gains tax rate is lower than the ordinary rate for taxpayers. The complexities of record keeping are easy and likely to be solved as long as there is demand for businesses to create applications assisting in tracking gains and losses on Bitcoin transactions.
Furthermore, the tax rules for investment property consider price volatility, which is a characteristic of Bitcoin.
Essentially, the issue with Bitcoin is that it is unprecedented and challenges the rules and regulations our society has already established. The IRS's initiative to recognize and begin regulation of Bitcoin is a response to one of many obstacles that Bitcoin has posed in our society.
As in many IRS decisions, we may not completely agree or like Notice 2014-21. However, the IRS considers many factors and possibilities before making these pronouncements. The IRS enforces decisions and imposes penalties for violations. As a society, we respect the tax rules that are in place. The IRS has made a decision regarding Bitcoin and we are expected to follow that ruling or challenge the ruling through the legal process. Bitcoin may change and other factors in our environment may affect Bitcoin, but for now, Bitcoin does not appear to be the currency of the future.
